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Via FedEx and Email

January 16, 2018

Ms. Breanne Hee, Director of Corporate Services
Sandwich Isles Communications, Inc.

77-808 Kamehameha Hwy.

Mililani, HI 96789

Re: Demand for Repayment of Improperly Disbursed Federal Universal Service High Cost
Program Support

Dear Ms. Hee:

On December 5, 2016, the Federal Communications Commission (Commission) issued the SIC
Improper Payments Order, which directed USAC to take action to determine the amount of inflated
management fees paid by SIC to its parent company, Waimana Enterprises, Inc. (Waimana) from
2002 through 2015, and to recover the resultant excess support received by SIC.! After review,
USAC has determined that SIC improperly requested and received reimbursement from the federal
Universal Service High-Cost Support Mechanism (High Cost) for excessive management fees paid
to Waimana from 2002 through 2015 in the amount of $6,770,938.00. Accordingly, this demand
letter is for recovery of $6,770,938.00.

Results Summary

In Paragraph 2 of the SIC Improper Payments Order the Commission found that the management
fees SIC paid to Waimana were excessive and disallowed all annual management fees in excess of
$1,237,355 per year (the Cap) that SIC paid to Waimana from 2002 through 2015.% The
Commission directed USAC to calculate and recover the High Cost funds SIC received for annual

! Sandwich Isles Communications, Inc., WC Docket No. 10-90, Order, 31 FCC Rcd 12999, at 13000, para. 2 & n.3
(2016) (“SIC Improper Payments Order™).

2 We note that this amount is separate from, and in addition to, the demand letter USAC issue to SIC on Dec. 29, 2016
for $27,270,390 related to overpayments from the High Cost program for the time period 2002 through 2015. Letter
from Charles Salvator, Vice President and Chief Financial Officer, USAC, to Breanne Hee, Director of Corporate
Services, SIC (Dec. 29, 2016). See also SIC Petition for Reconsideration, WC Docket No. 10-90 (filed Jan. 4,
2017)(requesting that the Commission reduce the amount of this finding).

3 SIC Improper Payments Order at para. 2, note 3 (the Cap “is the average amount of the comparable entities’” average
management fees for 2012, 2013, and 2014”).
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management fees in excess of the Cap during that period.*

On December 29, 2016, and again on February 22, 2017, USAC requested SIC provide 2002-2011
management fee documentation and identify the total amount of management fees SIC expensed in
the applicable year.> SIC submitted the requested documentation on March 23, 2017. USAC
examined the documentation, and conducted multiple follow-up inquiries with SIC. USAC
removed the excess management fee amounts from the applicable general ledger accounts by the
same prorated percentage by which SIC recorded its management fees in those general ledger
accounts. USAC then calculated that, as a result of the excessive management fees, SIC received a
total of $6,770,938.00 in overpayment of support.

This $6,770,938.00 overpayment is a debt owed to the United States (the “Debt”) pursuant to
Section 3701, et seq. of the Debt Collection Improvement Act of 1996 (31 U.S.C. 8 3701, et seq.).
The Debt is immediately due and payable as of the date of this letter (the “Due Date”) without
further demand. If not paid on or before thirty (30) days from the date of this letter (the “Date of
Delinquency”) the Debt will begin accruing interest at the rate of 7.25 percent per annum, inclusive
of administrative charges, until paid in full. In addition, a penalty of six percent (6%) per annum
will begin accruing on the Date of Delinquency on any portion of the Debt that remains unpaid
ninety (90) days after the Due Date. The Commission will waive all accrued interest and
administrative charges if the Debt is paid in full within thirty (30) days of the Due Date.

In addition, if the Debt is not paid in full within thirty (30) days of the Due Date, the Commission
will instruct USAC to recoup and/or set off any monies owed to SIC, including current and future
High Cost program payments, against the Debt, until the Debt and all accrued interest, penalties
and costs associated with the Debt are paid in full.

Payment of the Debt should be made as follows:

Payment sent by U.S. Postal Service and Standard Mail:
USAC

PO Box 105056

Atlanta, GA 30348-5056

Payment sent by Courier or Overnight Delivery:
USAC

41d. at paras. 2, 149. The SIC Improper Payments Order also directed USAC to undertake a separate investigation of
SIC’s affiliate transactions for costs incurred in calendar year 2016 to ensure that SIC accurately reports its costs going
forward. USAC is currently conducting that affiliate transactions investigation and this demand letter does not include
any amounts that may be determined as owed by SIC as a result of that review.
5 Although the investigation period included 2002-2015, USAC did not include management fee documentation for
2012-2013 (for 2014-2015 disbursements) in the December 2016 and February 2017 requests as this information was
previously requested and received during USAC’s investigation of SIC and included in the recalculation of support for
the 2002-2015 investigation period.
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CC:

Ms. Abby Tawarahara, Controller, SIC (via electronic mail)
Adm. James Arden Barnett, Jr., Counsel to SIC, Venable LLP (via electronic mail)

Kris A. Monteith, Chief, Wireline Competition Bureau, Federal Communications
Commission (via electronic mail)

Thomas M. Johnson Jr., General Counsel, Federal Communications Commission (via
electronic mail)

Michele Ellison, Deputy General Counsel, Federal Communications Commission (via
electronic mail)

Mark Stephens, Managing Director, Federal Communications Commission (via electronic
mail)

Ernesto Beckford, Acting General Counsel, USAC (via electronic mail)

Radha Sekar, Chief Executive Officer, USAC (via electronic mail)


















